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This paper studies the relevance of social interactions among the unemployed. Identification 
is based on a salient and selective extension of the potential duration of unemployment 
benefits. If social interactions are important, this policy change affects entitled individuals not 
only directly, but also indirectly by altering the duration of unemployment in the reference 
group. Moreover, this spillover effect of the policy should also be observed in the non-entitled 
group. Results indicate that there are strong indirect effects on the entitled, strong positive 
spillovers on the non-entitled, and the social interactions are about as important as the direct 
effects of the policy change. 
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>Notes:
Source:
Figure 1 : GDP growth in Austria, 1980-1998
Austrian Institute of Economic Research (WIFO), own cal
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Figure 2 : Employment in treated regions divided by employment in control regions
age group 40-44, by industry
Own calculations, based on Austrian Social Secur
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Figure 3 : Definition of reference group
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Before REBP During REBP Time effect
Treated Regions
Age 50-51 .090 .167 .077
[1251] [2662] (.011)
Age 48-49 .086 .066 -.019
[1447] [2485] (.009)
Age effect .005 .101 .096
(.011) (.009) (.014)
Control Regions
Age 50-51 .062 .081 .019
[4328] [8649] (.005)
Age 48-49 .069 .081 .011
[5109] [9438] (.005)




Source: Own calculations, based on Austrian Social Security data.
Table 1 : Risk of long-term unemployment and the REBP
Non-steel inflow
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Before During Time effect Before During Time effect
Treated regions
    Share aged 50-54  >= .5 .078 .209 .130 .049 .075 .026
[498] [1480] (.016) [552] [1273] (.012)
    Share aged 50-54  < .5 .098 .115 .017 .108 .057 -.051
[753] [1182] (.014) [895] [1212] (.012)
    Age composition effect -.020 .094 .114 -.059 .018 .078
(.016) (.014) (.021) (.014) (.010) (.017)
Control regions
    Share aged 50-54  >= .5 .047 .077 .031 .058 .074 .016
[1697] [4240] (.007) [2025] [4246] (.007)
    Share aged 50-54  < .5 .072 .085 .013 .077 .086 .009
[2631] [4409] (.007) [3084] [5192] (.006)
    Age composition effect -.025 -.008 .018 -.019 -.011 .007
(.007) (.006) (.009) (.007) (.006) (.009)
Social interaction effect .096 .071
(.023) (.019)
Source: Own calculations, based on Austrian Social Security data.
Table 2 : Social interactions and the risk of long-term unemployment
Non-steel inflow
Age 50-51 Age 48-49
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72Coeff. z-Value Coeff. z-Value
Share aged 50-54 -.003 -.84 -.002 -.50
TR * Share aged 50-54 -.008 -.76 -.019 -2.24
During * Share aged 50-54 .010 2.10 .003 .61
During * TR * Share aged 50-54 .045 2.61 .022 2.17
TR .004 .40 -.008 -.83
During   -.014 -2.30 -.017 -2.99
During * TR .040 2.74 -.028 -2.45
Firm characteristics Yes Yes
Individual characteristics Yes Yes
Adjusted R2
Number of observations
Source: Own calculations, based on Austrian Social Security data.
16890 18479
Table 3 : Social interactions in unemployment
Dependent variable : spell lasts longer than 6 months
linear probability estimates
Age 50-51 Age 48-49
.14 .11
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77Coeff.z-Value Coeff. z-Value
Share eligible -.002 -.57 -.003 -.69
TR * Share eligible -.011 -.98 -.016 -1.82
During * Share eligible .007 1.55 .004 .86
During * TR * Share eligible .057 3.17 .017 1.60
Rest -.005 -1.01 .001 .15
TR * Rest .001 .05 -.022 -2.17
During * Rest .012 2.13 -.001 -.22
During * TR * Rest -.011 -.81 .029 2.43
TR .006 .55 -.010 -1.06
During   -.013 -2.04 -.018 -3.03
During * TR .034 2.35 -.025 -2.26
Firm characteristics Yes Yes
Individual characteristics Yes Yes
Adjusted R2
Number of observations
Source: Own calculations, based on Austrian Social Security data.
Table 4 : Is the effect solely due to REBP entitlement?
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Share eligible - - .049*** - - .004 - - .085***
Log(earnings) .092*** .022** .025 .004  .119*** .015 
Work experience .128** -.039  .063  -.013  .107  -.103 
Married .008 .006  .006  .008  .020 .004 
Log(firm size) .480*** .165*** .088  .067  .570*** .118 
Change in relative inflow (%)
Number of observations
Share eligible - - .028*** - - .004 - - .052***
Log(earnings) .005 -.035*** -.020  -.007  .025 -.073***
Work experience -.003  -.138*** .004  -.095* -.079  -.149**
Married -.006 -.005  -.027  -.025  .019 .010 
Log(firm size) .182*** -.090* .031  .082  .235** -.301***
Change in relative inflow (%)
Number of observations
Source: Own calculations, based on Austrian Social Security data.
AAA BB
Table 5 : Composition of inflow, by previous industry and age
Coefficient on Treated regions * During * Share satisfying REBP eligibility criteria (A) and
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7&Coeff. z-Value Coeff. z-Value Coeff.z-Value Coeff. z-Value
Share eligible -.004 -1.21 -.003 -.67 -.003 -.38 -.003 -.41
TR * Share eligible -.017 -1.67 -.012 -1.35 -.008 -.40 -.025 -1.59
During * Share eligible .001 .25 -.001 -.29 .015 1.51 .010 1.22
During * TR * Share eligible .039 2.58 .030 2.61 .056 2.06 .009 .53
Rest .003 .73 -.001 -.21 -.011 -1.41 .003 .38
TR * Rest -.009 -.94 -.014 -1.47 .010 .43 -.028 -1.43
During * Rest -.001 -.20 .008 1.32 .024 2.54 -.009 -1.01
During * TR * Rest -.004 -.37 .017 1.37 -.020 -.75 .035 1.60
TR -.005 -.55 -.011 -1.23 .007 .31 -.018 -.93
During   -.014 -2.42 -.007 -1.21 -.009 -.65 -.034 -2.81
During * TR .021 1.73 -.012 -1.19 .049 1.70 -.031 -1.46
Firm characteristics Yes Yes Yes Yes
Individual characteristics Yes Yes Yes Yes
Adjusted R2
Number of observations
Source: Own calculations, based on Austrian Social Security data.
Other Non-steel Inflow
Table 6 : Social Interactions vs Inflow Effects
Dependent variable : spell lasts longer than 6 months
linear probability estimates
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Coeff. z-Value Coeff. z-Value
Baseline result .039 2.58 .030 2.61
A. Anticipation effects
During period starts February 27, 1988 .039 2.59 .027 2.36
Exclude spells aged 51 or 49 .038 3.09  .028 2.15
B. Firm decisions
Share eligible before spell i .034 2.40 .022 1.90
Share eligible after spell i .030 2.22 .027 2.29
C. Measurement issues
Add region effects, interacted with ’During’ indicator.046 2.87 .029 2.38
Omit log(daily earnings) .038 2.56 .031 2.66
D. Non-linear models
Marginal effect from Logit .019 2.63 .021 2.81
Effect on log exit hazard -.193 -2.91 -.097 -1.69
Source: Own calculations, based on Austrian Social Security data.
Table 7 : Sensitivity analysis
Based on Construction Inflow
Coefficient: Treated region * During * Share satisfying REBP criteria
Age 50-51 Age 48-49
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?2Coeff. z-Value
Share eligible -.005 -1.52
TR * Share eligible -.012 -1.70
During * Share eligible -.001 -.35
During * TR * Share eligible .032 3.56
Aged 50-51 -.010 -1.45
TR * Aged 50-51 .005 .42
During * Aged 50-51 -.001 -.18
During * TR * Aged 50-51 .027 1.73
TR -.008 -.95
During   -.010 -2.05





Source: Own calculations, based on Austrian Social Security data.
.038
20952
Table 8 : Direct effects vs Social spillover effects of REBP
Dependent variable : spell lasts longer than 6 months
linear probability estimates
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?'Mean SD Mean SD Mean SD
characteristics of reference group
number of spells 24.871 64.936 20.958 36.219 30.558 91.564
log(number of spells) 2.223 1.312 2.311 1.208 2.094 1.441
proportion aged 50-54 .448 0.265 .453 0.244 .440 0.292
share eligible .336 0.259 .343 0.240 .326 0.284
characteristics of previous employer
log(firm size) 4.539 1.339 4.365 1.123 4.792 1.568
log(average(daily earnings)) 6.512 0.198 6.505 0.182 6.521 0.218
aged 50-54 in 45-54  .522 0.234 .529 0.241 .513 0.222
manufacturing, excluding steel .115 .000 .282
mining .021 .000 .050
construction .592 1.000 .000
tourism .070 .000 .172
other industries .202 .000 .496
individual characteristics
change in August 1989 .417 .415 .420
age 49.940 1.145 49.944 1.142 49.934 1.150
married .814 .835 .783
divorced or widower .090 .071 .119
single .096 .094 .098
compulsory education .653 .643 .666
apprenticeship .342 .356 .323
craftsmanship .005 .001 .011
white collar .069 .021 .139
foreign .126 .135 .114
experience in previous 10 years 8.614 1.082 8.438 1.024 8.871 1.113
log(previous earnings) in AS 6.472 0.267 6.470 0.234 6.474 0.309
regional unemployment rate (%) 3.455 1.607 3.332 1.485 3.633 1.754
distance to border (hours) -.787 1.183 -.885 1.163 -.644 1.197
35369 20952 14417
Source:Own calculations, based on Austrian Social Security data.
Other Non-Steel
Table A1 : Descriptive statistics, non-steel inflow vs construction inflow.
number of observations
Non-steel Construction
?&Mean SD Mean SD Mean SD Mean SD
log(number of spells in reference group) 2.361(1.128) 2.309(1.219) 2.317(1.127) 2.301(1.233)
log(firm size) 4.481(1.046) 4.339(1.125) 4.444(1.080) 4.346(1.145)
log(average(earnings) in firm) 6.475 (.165) 6.515 (.187) 6.466 (.163) 6.512 (.185)
aged 50-54 / 45-54  .586 (.225) .577 (.224) .501 (.255) .478 (.245)
change in August 1989 .000 .488 .438 .433
age 50.959 (.576) 50.970 (.575) 48.982 (.576) 49.000 (.580)
married .862 .838 .857 .822
divorced or widower .062 .067 .059 .078
single .076 .095 .084 .100
compulsory education .702 .645 .679 .621
apprenticeship .298 .354 .321 .378
craftsmanship .001 .001 .000 .001
white collar .015 .019 .015 .026
foreign .192 .123 .186 .121
experience in previous 10 years 8.406(1.027) 8.450(1.016) 8.383(1.039) 8.445(1.027)
log(previous earnings) in AS 6.434 (.222) 6.480 (.237) 6.426 (.222) 6.479 (.234)
regional unemployment rate (%) 3.422(1.587) 3.276(1.448) 3.413(1.589) 3.345(1.470)
distance to border (hours) .572 (.263) -1.218(1.020) .567 (.263) -1.230(1.022)
1920 8156 2042 8834
Notes:
Source: Own calculations, based on Austrian Social Security data.




TR=resident in REBP region, CR=resident in non-REBP region. The change in August 1989 is zero for spells in TR aged
these spells were not affected by the change in potential benefit duration that occured in August 1989 (section 2). Distanc
the commuting time by car in hours from the community of residence to the nearest community across the border for spel
negative of this time for spells in CR.
Age 50-51
TR CR TR
?8Coeff. z-Value Coeff. z-Value Coeff. z-Value Coeff. z-Value
Share eligible -.004 -1.21 -.003 -.67 -.003 -.38 -.003 -.41
TR * Share eligible -.017 -1.67 -.012 -1.35 -.008 -.40 -.025 -1.59
During * Share eligible .001 .25 -.001 -.29 .015 1.51 .010 1.22
During * TR * Share eligible .039 2.58 .030 2.61 .056 2.06 .009 .53
Rest .003 .73 -.001 -.21 -.011 -1.41 .003 .38
TR * Rest -.009 -.94 -.014 -1.47 .010 .43 -.028 -1.43
During * Rest -.001 -.20 .008 1.32 .024 2.54 -.009 -1.01
During * TR * Rest -.004 -.37 .017 1.37 -.020 -.75 .035 1.60
TR -.005 -.55 -.011 -1.23 .007 .31 -.018 -.93
During   -.014 -2.42 -.007 -1.21 -.009 -.65 -.034 -2.81
During * TR .021 1.73 -.012 -1.19 .049 1.70 -.031 -1.46
log(size of ref. group) -.017 -5.24 -.014 -5.02 -.004 -.62 -.001 -.28
log(firm size) .017 4.25 .012 4.13 .010 1.86 .012 2.84
log(average(earnings) in firm) .053 3.49 .027 2.16 .108 3.33 .020 .76
proportion aged 50-54 -.030 -3.11 -.009 -1.19 -.058 -2.51 .016 1.00
change in August 1989 .006 1.06 .002 .36 .030 2.09 .032 3.06
age .002 .75 .004 1.40 .011 1.48 .007 1.15
married -.025 -3.17 -.022 -3.04 -.072 -4.22 -.056 -3.91
divorced / widower -.002 -.13 .023 1.87 -.024 -1.08 -.004 -.22
apprenticeship -.002 -.40 -.002 -.48 .037 3.11 .012 1.35
craftsmanship .150 1.57 .282 2.15 .049 .88 .120 2.29
white collar .154 5.51 .116 5.05 .240 11.62 .234 13.73
foreign -.015 -2.47 -.011 -1.95 -.049 -3.62 -.008 -.69
experience in previous 10 years -.011 -4.50 -.008 -3.66 .018 3.61 .006 1.72
log(previous earnings) in AS -.042 -3.26 -.033 -2.57 -.089 -3.73 -.016 -.86
manufacturing, excluding steel .052 1.81 .057 2.91
mining -.060 -2.62 -.048 -3.37
tourism .029 1.90 .038 3.10
unemployment rate .009 4.20 .011 6.63 .023 6.34 .014 5.55
distance to border .009 5.63 .010 6.21 .012 2.51 .015 4.48
constant .083 2.77 .070 2.73 .087 1.58 .113 2.71
Adjusted R2
Number of observations




Table A3 : Complete results for table 6.
10076 10876
Age 50-51 Age 48-49
.041 .036
Age 50-51 Age 48-49
Construction Inflow
?8 
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